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INSTALLMENT LAND CONTRACTS FOR FARMLAND 

By N. G. P. KRAUSZ, Professor of Agricultural Law 
BUy NOW, PAY LATER" HAS BECOME A FAMILIAR PHRASE in this country. Millions of Americans have discovered that, through 
installment buying, they can enjoy the advantages of immediate own­
ership while making payments over a period of time. Installment buy­
ing has been widely publicized as a means of purchasing "goods," but 
many Illinois farmers do not realize that the same principle can be 
applied to the acquisition and sale of farmland. 
The usual methods of selling farmland are­
1. Straight cash sale. The buyer pays the entire purchase price 
to the seller in exchange for an absolute deed. 
2. Mortgage agreement with the seller. The buyer pays a sub­
stantial portion of the purchase price to the seller. The seller then 
gives the buyer a deed, receiving in return a purchase-money mortgage 
to secure the balance. 
3. Mortgage agreement with a third-party lender. The buyer 
borrows a part of the purchase price from a third party, pays the 
seller in full, receives a deed, and executes a mortgage of the land to 
the third party. 
A fourth method, little used in some parts of the state, is known 
by various names, such as "contract for deed" and "bond for deed." 
However, it is most correctly called an installment land contract. It 
allows the buyer to become the beneficial owner immediately upon 
making a down payment. The seller retains legal title as security for 
the payment of the remaining installments. 
Advantages of the Installment Land Contract 
Advantages to the buyer 
Low down payment. Down payments are generally much lower 
under an installment land contract than when financing with a loan and 
mortgage. A survey of installment land contracts in Illinois shows that 
the down payment usually ranges from 10 percent to 30 percent of the 
purchase price. 
Installments often equivalent to rent. Frequently the yearly in­
stallments can be arranged so that they are equal to or even slightly 
lower than the amount the purchaser could expect to pay if he were 
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r e n t i n g  t h e  f a r m .  T h e  b u y e r ,  o f  c o u r s e ,  a s s u m e s  a  n u m b e r  o f  n e w  
o b l i g a t i o n s  s u c h  a s  r e p a i r s ,  t a x e s ,  a n d  i n s u r a n c e .  
S a f e t y  i n  m a k i n g  p e r m a n e n t  i m p r o v e m e n t s .  S i n c e  t h e  b u y e r  i s  
t h e  b e n e f i c i a l  o w n e r  a n d  e x p e c t s  t o  a c q u i r e  f u l l  l e g a l  t i t l e ,  h e  c a n  m a k e  
p e r m a n e n t  i m p r o v e m e n t s  o n  t h e  l a n d  w i t h  r e a s o n a b l e  a s s u r a n c e  t h a t  
t h e y  w i l l  n o t  b e  l o s t .  
A l l  p r o f i t s  b e l o n g  t o  b u y e r .  A s  b e n e f i c i a l  o w n e r ,  t h e  b u y e r  t a k e s  
a l l  p r o f i t s  f r o m  t h e  f a r m  a n d  m u s t  m e e t  o n l y  h i s  i n s t a l l m e n t  o b l i g a ­
t i o n s  t o  t h e  s e l l e r ;  n o  r e n t  i s  p a i d .  
I n t e r e s t  r a t e s  m a y  b e  l o w e r .  I t  i s  p o s s i b l e ,  p a r t i c u l a r l y  i n  f a m ­
i l y  a r r a n g e m e n t s ,  t o  s e c u r e  l o w e r  i n t e r e s t  r a t e s  t h a n  i f  f u n d s  w e r e  
b o r r o w e d  f r o m  a n  o u t s i d e  s o u r c e .  
A d v a n t a g e s  t o  t h e  s e l l e r  
P r o b a b l e  s a v i n g s  o n  i n c o m e  a n d  e s t a t e  t a x e s .  I n  m o s t  c a s e s ,  t h e  
s e l l e r  w i l l  h a v e  a  c a p i t a l  g a i n  f r o m  t h e  s a l e  t o  b e  r e p o r t e d  o n  h i s  f e d e r a l  
i n c o m e - t a x  r e t u r n .  B y  s p r e a d i n g  t h i s  g a i n  o v e r  a  n u m b e r  o f  y e a r s ,  h e  
w i l l  u s u a l l y  r e d u c e  t h e  t o t a l  t a x  p a i d .  
I f  t h e  s e l l e r  u s e s  t h e  i n s t a l l m e n t s  f o r  l i v i n g  o r  f o r  g i f t s ,  s u b s t a n t i a l  
f e d e r a l  e s t a t e - t a x  s a v i n g s  m a y  b e  e f f e c t e d .  I n  a d d i t i o n ,  a d m i n i s t r a t i o n  
e x p e n s e s  f o r  t h e  e s t a t e  a r e  s m a l l e r .  S e e  p a g e s  1 5  a n d  1 6  f o r  a  f u l l e r  
t r e a t m e n t  o f  i n c o m e - a n d  e s t a t e - t a x  c o n s i d e r a t i o n s .  
R e t e n t i o n  o f  i n v e s t m e n t  i n  t h e  f a r m .  F o r  m a n y  p e o p l e ,  t h e i r  
f a r m l a n d  r e p r e s e n t s  f u t u r e  e c o n o m i c  s e c u r i t y .  A  c o m p l e t e  s a l e  f o r  
c a s h  u s u a l l y  r e q u i r e s  i m m e d i a t e  r e i n v e s t m e n t  o f  t h e  m o n e y  r e c e i v e d .  
T h e  l a n d  c o n t r a c t  o f f e r s  t h e  s e l l e r  a n  o p p o r t u n i t y  t o  r e t a i n  a  l a r g e  p a r t  
o f  h i s  i n v e s t m e n t  i n  h i s  l a n d  f o r  a  p e r i o d  o f  t i m e .  
A n  a n n u i t y  f o r  r e t i r e m e n t .  R e g u l a r  i n s t a l l m e n t  p a y m e n t s  f r o m  
t h e  b u y e r  m a y  r e p r e s e n t  a  d e s i r a b l e  a n n u i t y  p r o g r a m  f o r  t h e  s e l l e r .  
F a r m  i n c o m e  f l u c t u a t e s  f r o m  y e a r  t o  y e a r ,  b u t  i n s t a l l m e n t s  r e m a i n  t h e  
s a m e ,  a l l o w i n g  l o n g - r a n g e  r e t i r e m e n t  p l a n n i n g .  
I n t e r e s t  a s  i n c o m e .  I n t e r e s t  o n  t h e  u n p a i d  b a l a n c e  o f  t h e  p u r ­
c h a s e  p r i c e  s u p p l e m e n t s  i n c o m e  a n d  m a y  p r o v i d e  a  s u b s t a n t i a l  p a r t  o f  
t h e  s e l l e r ' s  l i v i n g  e x p e n s e s  d u r i n g  t h e  e a r l y  y e a r s  o f  t h e  c o n t r a c t .  
E a s e  i n  m a k i n g  f a m i l y  t r a n s f e r s .  T h e  i n s t a l l m e n t  l a n d  c o n t r a c t  i s  
e s p e c i a l l y  u s e f u l  f o r  t h e  i n t e r - f a m i l y  t r a n s f e r  o f  a  p a r t  o f  t h e  l a n d  b e ­
c a u s e  i t  p e r m i t s  t h e  s e l l e r  t o  m a i n t a i n  s o m e  s u p e r v i s i o n  a n d  c o n t r o l  o v e r  
t h e  o p e r a t i o n  o f  t h e  f a r m  b e f o r e  t h e  f a r m  i s  c o m p l e t e l y  t r a n s f e r r e d .  
I t  s e t t l e s  t i t l e  t o  t h e  p r o p e r t y ,  a n d  t h e  c h i l d r e n  c a n  m a k e  i m p r o v e m e n t s  
i m m e d i a t e l y  r a t h e r  t h a n  a f t e r  t h e y  g e t  t h e  l a n d  b y  i n h e r i t a n c e .  
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Disadvantages of the Installment Land Contract 
Disadvantages to both buyer and seller 
Fluctuations in land values. A substantial increase in land val­
ues during the life of the contract would be disadvantageous to the 
seller, and he might well regret not having waited to sell. Similarly, a 
decrease in land values would be detrimental to the buyer. One solu­
tion to this problem (usually more suitable to family contracts) is the 
use of a revisable-payment plan based on land values. Under this plan, 
the contract would contain a provision whereby the total purchase price 
could be revised at regular intervals throughout the life of the contract. 
As an illustration of how the plan would work, assume that the 
contract price of the farm is $40,000, and that the parties agree to 
adjust the price every three years on a IS-year contract: 
Latest available average land-index number 
at execution of contract. ................................. 140 

Latest available average land-index number 
three years later .......................................... 147 

Difference .. . ............................................ +7 

7 --;- 140 = 5-percent change 
5 percent X $40,000 = $2,000 X 80 percent (percent of the 
contract remaining) = $1,600 to be added to principal 
Purchase price .... . ................................... $40,000 

Amount to be added to principal.. . . . . . . . . . . . . . . . . . . . .. 1,600 
A djusted principal ..................................... $41,600 

The amount added to the principal would then be divided, and an 
equal amount would be added to each of the future installments. As 
explained in the tax section (pages IS and 16), the seller will want to 
place some limitations upon this feature of the contract. 
Fluctuations in price of farm products. Adjustments of farm­
product prices during the life of the contract may have an effect on the 
value of the land. The seller may have done better to have rented the 
farm instead of selling it. However, price fluctuations are more likely 
to affect the buyer, since sale of products will probably be his primary 
source of income for installment payments and other expenses. A 
drastic decrease in prices might cause the buyer to default on the con­
tract. A possible solution would be to incorporate a product-payment 
plan into the contract. Under this plan, all or an agreed percentage of 
the annual installments could be satisfied in farm produce. such as milk 
or gram. 
Fluctuations in interest rates. Over the life of the contract, 
changes in interest rates would also be of concern to both parties. A 
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d i f f e r e n c e  o f  2  p e r c e n t  o n  a  $ 8 0 , 0 0 0  c o n t r a c t  c a n  m e a n  a  d i f f e r e n c e  o f  
$ 1 6 , 0 0 0  i n  i n t e r e s t  p a i d  o v e r  a  2 0 - y e a r  p e r i o d .  T h e  b u y e r  a n d  s e l l e r  
c a n  a n t i c i p a t e  s u c h  a n  e v e n t  i n  a  m a n n e r  s i m i l a r  t o  t h a t  u s e d  i n  m a k i n g  
a d j u s t m e n t s  t o  t h e  p r i n c i p a l .  T h e y  m i g h t ,  f o r  e x a m p l e ,  a g r e e  t o  u s e  
t h e  a v e r a g e  i n t e r e s t  r a t e  o n  f i r s t - m o r t g a g e  l o a n s  o n  f a r m  r e a l  e s t a t e  
f o r  I l l i n o i s  a s  c o m p u t e d  b y  t h e  U .  S .  D e p a r t m e n t  o f  A g r i c u l t u r e ,  t h e  
r a t e  t o  b e  a p p l i e d  a t  r e g u l a r  i n t e r v a l s  a s  d e t e r m i n e d  b y  t h e  p a r t i e s  i n  
t h e i r  c o n t r a c t .  
T h e s e  t h r e e  d e v i c e s  f o r  l e s s e n i n g  t h e  r i s k s  o f  e c o n o m i c  f l u c t u a t i o n s  
- t h e  r e v i s a b l e  p a y m e n t  p l a n ,  t h e  p r o d u c t - p a y m e n t  p l a n ,  a n d  t h e  a d ­
j u s t a b l e  i n t e r e s t  r a t e  - a r e  n o t  w i d e l y  u s e d  i n  I l l i n o i s .  T h e i r  v a l u e  
l i e s  i n  t h e  f l e x i b i l i t y  t h e y  m a y  g i v e  t o  t h e  i n d i v i d u a l  c o n t r a c t ,  a n d  i t  i s  
r e c o m m e n d e d  t h a t  t h e y  b e  i n c o r p o r a t e d  o n l y  w h e n  i t  i s  d e e m e d  a d v a n ­
t a g e o u s  t o  d o  s o  b y  t h e  p a r t i e s  t o  t h e  i n d i v i d u a l  t r a n s a c t i o n  c o n c e r n e d .  
U s u a l l y  f a m i l i e s  w o u l d  b e  m o s t  i n t e r e s t e d  i n  s u c h  p r o v i s i o n s  t o  p r o v i d e  
a  h e d g e  f o r  n o n b u y i n g  h e i r s  a g a i n s t  i n c r e a s e s  i n  l a n d  v a l u e s .  
D i s a d v a n t a g e s  t o  t h e  b u y e r  
P o s s i b i l i t y  o f  f o r f e i t u r e .  I f  t h e  b u y e r  d e f a u l t s ,  h e  f o r f e i t s  c a p i t a l  
i m p r o v e m e n t s ,  a n d  m a y  a l s o  f o r f e i t  p a y m e n t s  a l r e a d y  m a d e  u n d e r  t h e  
c o n t r a c t .  
P a y m e n t  o f  t a x e s  a n d  o t h e r  o w n e r s h i p  c o s t s .  T h e  b u y e r  i s  
t r e a t e d  a s  t h e  o w n e r ,  a n d  m u s t  p a y  p r o p e r t y  t a x e s ,  m a i n t e n a n c e  c o s t s ,  
i n s u r a n c e ,  e t c .  W h e n  f a r m  i n c o m e  i s  l o w ,  t h e s e  e x p e n s e s  m a y  b e  
s e v e r e .  S o m e  p r o v i s i o n  f o r  p r e p a y m e n t  o f  i n s t a l l m e n t s  t o  e n a b l e  t h e  
b u y e r  t o  b u i l d  a  r e s e r v e  w o u l d  b e  h e l p f u l .  
S u b s t a n t i a l  i n t e r e s t  c o s t .  T h e  b u y e r  p a y s  a  h i g h  i n t e r e s t  c o s t ,  
p a r t i c u l a r l y  a t  t h e  b e g i n n i n g  o f  t h e  c o n t r a c t ,  u n l e s s  t h e  i n t e r e s t  i s  p a i d  
i n  e q u a l  a m o u n t s  o v e r  t h e  l i f e  o f  t h e  c o n t r a c t .  
D i s a d v a n t a g e s  t o  t h e  s e l l e r  
P o s s i b i l i t y  o f  l o s s  u p o n  b u y e r ' s  d e f a u l t .  I f  t h e  b u y e r  d e f a u l t s ,  
t h e  c o s t s  o f  f o r e c l o s u r e  a n d  r e s a l e  m a y  b e  c o n s i d e r a b l e .  H o w e v e r ,  
t h e s e  c o s t s  a r e  c h a r g e d  t o  t h e  b u y e r ' s  e q u i t y ,  i f  i t  i s  l a r g e  e n o u g h .  
F u l l  p u r c h a s e  p r i c e  n o t  a v a i l a b l e  f o r  i m m e d i a t e  i n v e s t m e n t .  A s  
p o i n t e d  o u t  p r e v i o u s l y ,  i t  m a y  n o t  a l w a y s  b e  d e s i r a b l e  f o r  t h e  s e l l e r  t o  
h a v e  t h e  e n t i r e  p r o c e e d s  o f  t h e  s a l e  a v a i l a b l e  f o r  i n v e s t m e n t .  N  e v e r ­
t h e l e s s ,  a  c o n t r a c t  o b l i g a t i o n  i s  s u b s t i t u t e d  f o r  l a n d ,  p r o b a b l y  r e d u c i n g  
t h e  s e l l e r ' s  s e c u r i t y  i f  t h e  s e l l e r  s h o u l d  w a n t  t o  b o r r o w  m o n e y .  
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The Legal Positions of Buyer and Seller 
Under the contract, the seller retains his legal title as security for 
performance by the buyer. The buyer acquires the beneficial owner­
ship of the land and, for most purposes, is considered the true owner.l 
This "divided ownership" had caused one Illinois court to rule that 
the buyer, although not yet entitled to a deed, is the true owner. This 
ruling was based on the doctrine that "that will be regarded as done 
which ought to be done," thus anticipating the time when the buyer 
will assume full and exclusive ownership. 
Disposition of property on seller's death 
If the seller dies before the contract is completed, leaving no will, 
the right to receive the remaining installments passes to his estate as 
personal property. 
If the seller dies, leaving a will that names beneficiaries to take his 
personal property, the contract interest passes to the person or persons 
named. 
A more difficult situation arises when the seller has executed a will 
leaving what he terms "my farm" to a beneficiary. If the seller exe­
cuted the will prior to the contract, the courts usually rule that by 
selling the farm, he, in effect, revoked that particular portion of his 
will. In this case, his contract interest passes as personal property 
under the will in the same way as if he had died without a will. 
If the seller executes the will after having sold the farm, the courts 
have decided that the seller really meant to give his rights under the 
contract, in which case the beneficiary or beneficiaries will acquire a 
right to the proceeds. 
When the seller and his wife own the farm as joint tenants at the 
time of the contract, the joint tenancy is controlling, and the survivor 
acquires the right to receive the remainder of the installments due 
under the contract. 
Disposition of property on buyer's death 
At death of the buyer, the farm property passes as real estate. 
The installment obligations under the contract are a debt of the estate, 
to be paid as any other debt of the estate. This can mean a substantial 
benefit to those heirs taking the real estate at the expense of heirs 
1 In law, upon the formation of a valid contract for the sale of an interest 
in land, the buyer acquires what is known as "equitable ownership" of the land. 
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t a k i n g  p e r s o n a l  p r o p e r t y .  I n  s u c h  c a s e s ,  t h e  p r o b a t e  c o u r t  h a s  t h e  
p o w e r  t o  d i r e c t  t h a t  p a y m e n t s  b e  m a d e  b y  t h e  h e i r s  r e c e i v i n g  t h e  l a n d .  
I f  t h e  b u y e r  a n d  h i s  w i f e  a c q u i r e  t h e i r  i n t e r e s t  a s  j o i n t  t e n a n t s ,  t h e  
i n t e r e s t  o f  t h e  b u y e r  p a s s e s  t o  t h e  w i f e  a u t o m a t i c a l l y  u p o n  h i s  d e a t h ,  
e v e n  i f  t h e r e  a r e  c o n t r a r y  p r o v i s i o n s  i n  h i s  w i l l .  
B u y e r ' s  r i g h t  t o  p o s s e s s i o n  
I f  t h e r e  i s  n o t h i n g  i n  t h e  c o n t r a c t  c l e a r l y  s h o w i n g  w h o  i s  e n t i t l e d  
t o  p o s s e s s i o n ,  t h e  b u y e r  i s  n o t  e n t i t l e d  t o  p o s s e s s i o n  u n t i l  t h e  e n t i r e  
p u r c h a s e  p r i c e  h a s  b e e n  p a i d  a n d  t h e  d e e d  d e l i v e r e d  t o  t h e  b u y e r .  H o w ­
e v e r ,  t h e  c o u r t s  w i l l  a l l o w  p o s s e s s i o n  i f  t h e  i n t e n t i o n  t o  g i v e  t h i s  r i g h t  
t o  t h e  b u y e r  i s  e v i d e n t  f r o m  t h e  c o n t r a c t  - i . e . ,  d u t y  u p o n  t h e  b u y e r  t o  
m a k e  r e p a i r s  a n d  p a y  t a x e s .  T h e  b e s t  s o l u t i o n  i s  t o  w r i t e  t h e  c o n t r a c t  
t o  c o v e r  p o s s e s s i o n  d a t e .  
O n c e  i t  i s  d e t e r m i n e d  t h a t  t h e  b u y e r  h a s  t h e  r i g h t  t o  p o s s e s s i o n ,  t h e  
l a w  p r o v i d e s  t h a t ,  i n  t h e  a b s e n c e  o f  a n y  l i m i t a t i o n s  i n  t h e  c o n t r a c t ,  t h e  
b u y e r ' s  r i g h t s  t o  u s e  a n d  e n j o y m e n t  o f  t h e  l a n d  a r e  a s  f u l l  a n d  c o m ­
p l e t e  a s  i f  h e  w e r e  t h e  s o l e  a n d  a b s o l u t e  o w n e r .  I n  t h e o r y ,  a t  l e a s t ,  t h e  
b u y e r  m a y  b r i n g  a n  a c t i o n  f o r  t r e s p a s s  a g a i n s t  t h e  s e l l e r  h i m s e l f  i f  h e  
c o m e s  u p o n  t h e  l a n d  w i t h o u t  p e r m i s s i o n .  A n  e x c e p t i o n  m i g h t  b e  a n  
i n s p e c t i o n  t o  a s c e r t a i n  i f  t h e  b u y e r  i s  c o m m i t t i n g  w a s t e .  
B u y e r ' s  d u t y  t o  p r e v e n t  w a s t e  
W h e n  t h e  b u y e r  i s  l a w f u l l y  i n  p o s s e s s i o n ,  h e  m a y  m a k e  a l l  d e c i ­
s i o n s  r e g a r d i n g  t h e  m a n a g e m e n t  a n d  o p e r a t i o n  o f  t h e  f a r m  u n l e s s  t h e  
c o n t r a c t  p r o v i d e s  o t h e r w i s e .  
T h e r e  i s ,  h o w e v e r ,  o n e  q u a l i f i c a t i o n  t o  t h e  b u y e r ' s  c o m p l e t e  c o n t r o l .  
T h i s  i s  t h e  r i g h t  o f  t h e  s e l l e r  t o  p r e v e n t  t h e  b u y e r  f r o m  c o m m i t t i n g  
a c t s  t h a t  s u b s t a n t i a l l y  i m p a i r  t h e  s e l l e r ' s  s e c u r i t y  i n t e r e s t  i n  t h e  f a r m .  
T h e  l a w  r e f e r s  t o  s u c h  a c t s  a s  w a s t e .  F o r  e x a m p l e ,  i f  t h e  b u y e r ,  w i t h ­
o u t  p e r m i s s i o n  o r  c o n s e n t  o f  t h e  s e l l e r ,  w e r e  t o  c u t  v a l u a b l e  t r e e s ,  
r e m o v e  b u i l d i n g s  o r  a l l o w  t h e m  t o  f a l l  i n t o  s e r i o u s  d i s r e p a i r ,  o r  t o  
f o l l o w  i m p r o p e r  c r o p  p r a c t i c e s  t h a t  s u b s t a n t i a l l y  r e d u c e d  t h e  f e r t i l i t y  
o f  t h e  s o i l ,  t h e  s e l l e r  w o u l d  h a v e  a  r i g h t  t o  o b t a i n  a  d e c r e e  f r o m  a  c o u r t  
d e m a n d i n g  t h a t  t h e  b u y e r  r e f r a i n  f r o m  s u c h  a c t s .  
C o n t r a c t s  u s u a l l y  c o n t a i n  a  g e n e r a l  p r o v i s i o n  r e l a t i n g  t o  t h e s e  
m a t t e r s .  W h e n  t h e  d o w n  p a y m e n t  i s  l o w ,  t h e  p a r t i e s  s h o u l d  d i s c u s s  
c r o p  r o t a t i o n s ,  c o n s e r v a t i o n  p r a c t i c e s ,  b u i l d i n g  m a i n t e n a n c e ,  a n d  a n y  
o t h e r  p r o b l e m s  r e g a r d i n g  t h e  m a n a g e m e n t  a n d  o p e r a t i o n  o f  t h e  f a r m  
b e f o r e  t h e  c o n t r a c t  i s  d r a f t e d .  T h e y  m a y  w i s h  t o  s t i p u l a t e  i n  t h e  c o n ­
t r a c t  c e r t a i n  i n s t a n c e s  i n  w h i c h  t h e  b u y e r ' s  o p e r a t i n g  d e c i s i o n s  s h o u l d  
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be subject to the seller's approval. Well-defined agreements at the out­
set can save future disputes and misunderstandings. 
The law places a duty on the buyer not to allow buildings and 
improvements to fall into disrepair. Since this duty is not well defined 
in the law, however, there should be a clause in the contract covering 
the buyer's obligations. 
As a general rule, the purchaser is liable to third parties who are 
injured because of defects in the premises. The seller, however, may 
be liable to both the buyer and third parties if he is aware of hidden 
defects in the premises that cause the injury and fails to warn the 
buyer of these defects. 
Buyer's duty to pay taxes 
The payment of taxes and assessments levied on the farm during 
the term of the contract is another duty that passes to the buyer in 
possession. In the year of transfer, the party who receives the profits 
from the farming operation usually bears the entire property-tax bur­
den, regardless of when the buyer went into actual possession of the 
farm. The income tax, however, requires that the property-tax deduc­
tion be apportioned between the seller and buyer according to the time 
of year the sale was made, regardless of whether the parties actually 
apportioned the tax. 
It is common practice to insert a provision in the contract that if 
the buyer fails to pay property taxes, the seller may do so. Any 
amounts expended by the seller are then added, along with interest, to 
the amount due from the buyer under the contract. 
Risk of loss and insurance 
Another aspect of the buyer's "beneficial ownership" is that he 
usually bears the risk of loss caused by fire , wind, and Doods. How­
ever, the seller is interested in seeing that there is adequate insurance 
coverage, since he is relying on the value of the land and improvements 
as security for the purchase price. Therefore, unless the down pay­
ment exceeds the value of the improvements, the contract should place 
a duty on the buyer to maintain insurance on buildings. 
The typical insurance clause requires coverage with a reputable 
insurance company payable to both parties. The seller often agrees to 
assign his existing insurance to the buyer, who agrees to pay the seller 
for his proportional share of the premium for the unexpired term. 
There should be a provision in the contract that in the event of loss 
the insurance proceeds will be applied either to the replacement or 
1 0  
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r e p a i r  o f  t h e  s t r u c t u r e  d e s t r o y e d  o r  d a m a g e d ,  o r  t o  t h e  u n p a i d  b a l a n c e  
d u e  t h e  s e l l e r  u n d e r  t h e  c o n t r a c t .  
T o  m i n i m i z e  t h e  r i s k  o f  a  m i s u n d e r s t a n d i n g  o r  f a i l u r e  t o  m a i n t a i n  
i n s u r a n c e ,  t h e  c o n t r a c t  s h o u l d  r e q u i r e  t h e  p o l i c i e s  t o  b e  d e p o s i t e d  w i t h  
t h e  e s c r o w  a g e n t .  
A s  i n  t h e  c a s e  o f  t a x e s ,  i t  i s  a l s o  c o m m o n  t o  p r o v i d e  t h a t  i f  t h e  
p u r c h a s e r  f a i l s  t o  p a y  t h e  i n s u r a n c e  p r e m i u m ,  t h e  s e l l e r  m a y  d o  s o  
h i m s e l f ,  t h e  a m o u n t s  e x p e n d e d  t o  b e  a d d e d  t o  t h e  b a l a n c e  d u e  w i t h  
i n t e r e s t .  
O i l ,  g a s ,  a n d  m i n e r a l  r i g h t s  
I n  t h e  a b s e n c e  o f  a  p r o v i s i o n  i n  t h e  c o n t r a c t ,  n e i t h e r  t h e  b u y e r  
a l o n e  n o r  t h e  s e l l e r  a l o n e  h a s  t h e  r i g h t  t o  r e m o v e  o i l ,  g a s ,  o r  m i n e r a l  
d e p o s i t s  f r o m  t h e  r e a l t y  n o r  l e a s e  t h e  m i n e r a l  e s t a t e  t o  t h i r d  p a r t i e s  
d u r i n g  t h e  c o n t r a c t  t e r m .  F o r  t h i s  r e a s o n ,  e s p e c i a l l y  i n  a r e a s  o f  o i l  a n d  
g a s  d e v e l o p m e n t ,  t h e  p a r t i e s  s h o u l d  a g r e e  o n  r i g h t s  t o  m i n e r a l s  a n d  
i n c o r p o r a t e  t h i s  a g r e e m e n t  i n t o  t h e  c o n t r a c t .  
R i g h t s  o f  c r e d i t o r s  
W h e n  o n e  p e r s o n  o b t a i n s  a  j u d g m e n t  a g a i n s t  a n o t h e r  i n  a  c o u r t  o f  
l a w ,  t h e  j u d g m e n t  b e c o m e s  a  l i e n  o n  t h e  d e b t o r ' s  l e g a l  a n d  e q u i t a b l e  
i n t e r e s t s  i n  a n y  r e a l  e s t a t e .  T h e r e f o r e ,  t h o s e  h o l d i n g  j u d g m e n t s  a g a i n s t  
t h e  b u y e r  w o u l d  b e  a b l e  t o  a c q u i r e  a  l i e n  a g a i n s t  t h e  b u y e r ' s  b e n e f i c i a l  
o w n e r s h i p  i n  t h e  p r o p e r t y .  I n  m o s t  s t a t e s ,  t h e  c o n t r a c t  i n t e r e s t  o f  t h e  
s e l l e r  c a n  a l s o  b e  r e a c h e d  b y  c r e d i t o r s ,  a n d  I l l i n o i s  a p p e a r s  t o  f o l l o w  
t h e  m a j o r i t y .  
P e r s o n s  w h o  f u r n i s h  l a b o r  a n d  m a t e r i a l  f o r  i m p r o v e m e n t s  t o  I l l i ­
n o i s  r e a l  e s t a t e  a c q u i r e  a  l i e n  u p o n  s u c h  r e a l  e s t a t e  t o  t h e  e x t e n t  o f  
t h e  a m o u n t s  e x p e n d e d .  I f  i m p r o v e m e n t s  a r e  m a d e  b y  t h e  b u y e r  d u r i n g  
t h e  t e r m  o f  a n  i n s t a l l m e n t  l a n d  c o n t r a c t ,  t h e  b u y e r ' s  i n t e r e s t  i s  s u b j e c t  
t o  t h e  l i e n .  F u r t h e r m o r e ,  i f  t h e  i m p r o v e m e n t s  a r e  m a d e  w i t h  t h e  i m ­
p l i e d  c o n s e n t  o f  t h e  s e l l e r ,  t h e n  h i s  s e c u r i t y  i n t e r e s t  i s  a l s o  s u b j e c t  t o  
t h e  l i e n .  H i s  c o n s e n t  m a y  b e  i m p l i e d  i f  h e  m e r e l y  a l l o w s  t h e  w o r k  t o  
b e  d o n e  a n d  m a k e s  n o  o b j e c t i o n .  
T h e  s e l l e r  c a n  p r o t e c t  h i m s e l f  b y  i n s i s t i n g  t h a t  t h e  c o n t r a c t  c o n t a i n  
a  c l a u s e  r e q u i r i n g  t h e  b u y e r  t o  o b t a i n  t h e  s e l l e r ' s  w r i t t e n  c o n s e n t  b e ­
f o r e  a n y t h i n g  i s  d o n e  o n  t h e  p r e m i s e s  o u t  o f  w h i c h  s u c h  a  l i e n  m i g h t  
a r i s e .  A l t h o u g h  n o t  a  c o m p l e t e  s o l u t i o n  t o  t h e  p r o b l e m ,  s u c h  a  c l a u s e  
w o u l d  a t  l e a s t  g i v e  t h e  s e l l e r  a n  o p p o r t u n i t y  t o  a s s u r e  h i m s e l f  o f  t h e  
b u y e r ' s  a b i l i t y  t o  p a y  f o r  t h e  i m p r o v e m e n t s .  I f  t h e  b u y e r  v i o l a t e d  t h i s  
c l a u s e ,  t h e  s e l l e r  w o u l d  h a v e  s u c h  r e m e d i e s  a g a i n s t  t h e  b u y e r  a s  p r o ­
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vided in the contract, including the possibility of declaring a forfeiture 
of the contract. 
Right to assign and mortgage 
Unless the contract provides otherwise, either party may sell or 
assign his interest, and the assignee acquires the same interest in the 
land as that held by the original party. When the seller assigns his 
interest, the assignee acquires the right to receive the purchase price 
from the buyer. Similarly, an assignee of the buyer acquires the 
right to receive the deed from the seller as provided in the contract. 
It does not follow, however, that because the buyer has assigned his 
interest, he is no longer under any obligation to the seller. Unless the 
seller has agreed to release him, he may still hold the original buyer 
responsible for payment of the purchase price. 
Sellers frequently want to include a provision that prohibits assign­
ment by the buyer without the prior consent of the seller. The same 
result can be obtained by inserting an option clause under which the 
seller is to be given the first opportunity to purchase the farm if the 
buyer decides to sell during the contract term. 
A provision that the contract shall be obligatory upon the heirs and 
assigns of the parties is standard in installment land contracts. This 
provision is simply a statement of what the law would be in the absence 
of such a provision. It does, however, direct the attention of the parties 
to this aspect of their obligation. 
What has been said with respect to assignment is equally appli­
cable to a mortgage. In the absence of a contract provision to the 
contrary, either party has the power to mortgage his interest in the 
farm. The mortgagee, of course, acquires no greater interest than 
the mortgagor has under the contract. 
Default on the Contract 
Buyer in default 
Usually the installment land contract provides that if the buyer 
defaults in the performance of the contract, the seller shall have the 
right to declare a forfeiture of the buyer's interest. In some cases, 
such a provision will be enforced by the courts - the seller can declare 
the buyer's interest at an end, retake possession of the land along 
with the buyer's improvements, and keep the amounts paid by the 
buyer as damages. To recover possession, the seller usually gives a 
30-day written notice demanding possession because of the buyer's 
default (stating the nature of the default), and then uses the legal 
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remedy of forcible entry and detainer if the buyer does not leave.
However, three considerations must be taken into account:
1. The nature of the buyer's default. 
2. The extent of the seller's loss. 
3. Whether the seller has completely complied with the terms
of the contract in declaring the forfeiture.
Each of these considerations has been discussed by Illinois courts. 
The nature of the buyer's default. Most contracts contain a
"time is of the essence" clause, meaning that everything must be per­
formed exactly at the time called for in the contract. These clauses,
usually inserted for the seller's benefit, have been narrowly applied by
the courts. For example, courts often find that such clauses are
"waived" by the seller when he has repeatedly accepted late payments.
The seller may be able to change this situation by giving notice to the
buyer that he will no longer accept late payments.
The buyer's departure from the terms of the contract must be
substantial, and a forfeiture is not justified in the case of minor non­
compliance. If the seller declares a forfeiture when he is not justified
in doing so, the court may decide that he has rescinded the contract
and force him to hand over to the buyer the payments on the purchase
price as well as the value of the improvements made by the buyer.
The extent of the seller's loss. Even if it is found that the buyer
has made a substantial default, the courts usually will not enforce the
forfeiture clause if it is found that a penalty would be imposed in
doing so. 
Assume, for example, that the seller has contracted to sell his farm
to the buyer for $40,000, and that the agreement calls for a down pay­
ment of $10,000 and 10 annual installments of $3,000 each. The fair
rental value of the farm is $1,500 per year. The contract has been in
existence for five years, during which time the buyer has made im­
provements on the farm worth $10,000. Assume also that the seller
has incurred $5,000 of recoverable damages as a result of the buyer's
default, which occurred at the end of the fifth year. In this situation,
if the forfeiture were enforced according to its terms, the buyer would
lose the following amounts: 
Down payment ....................................... $10,000
Five annual $3,000 installments .............. . ......... $15 ,000 
Improvements made ... . .............................. $10,000

Total .................... . ........... . ............ $35,000 
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The seller would have lost the following: 
Rental income on farm for five years .......... . ....... . $ 7,500 

Recoverable damages ............. . .............. . .... $ 5,000 

Total .................................... . ........ $12,500 

Amount of penalty to buyer ..................... . . . .. , $22,500 

In this example, the courts would not enforce the penalty clause, 
and it would be necessary for the seller to foreclose and have the 
property sold. 
If the buyer defaults and a forfeiture occurs, it is doubtful whether 
the buyer can be reimbursed for the value of any improvements that 
he may have placed on the land. However, the parties may provide in 
the contract for payment for improvements if the buyer defaults. The 
buyer may also secure some degree of protection if the contract calls 
for delivery of a deed to the buyer and a mortgage to the seller upon 
completion of a certain portion of the payments. Should the buyer then 
default, he has all the rights of a mortgagor to have a sale through 
foreclosure. 
Whether the seller has completely complied with the terms of 
the contract in declaring the forfeiture. The seller must comply 
strictly with the contract provisions before he can declare a forfeiture, 
since the Illinois courts look with general disfavor upon forfeitures. 
Seller in default 
If the seller refuses to deliver the title to the buyer at the time 
called for in the contract, the latter can obtain assistance from the 
courts in forcing delivery of the title. 
If it is discovered that the seller's title is defective and that he has 
nothing worth conveying, the buyer'S only remedy is an action for 
damages for breach of the contract. Before signing the contract, the 
buyer should always check to see that the seller has good title to the 
property. 
Important Contract Clauses 
Prepayment privilege 
It appears to be the law in Illinois that without a prepayment clause 
in the contract, any attempt by the buyer to make payments of prin­
cipal to the seller before they are due may be rightfully refused by the 
seller - even if the full amount of interest is also tendered. 
In years when farm income is high, the buyer may desire to pay 
ahead as a hedge against years when income may be low. If the seller 
agrees to this privilege, a special provision in the contract should give 
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t h e  b u y e r  t h e  r i g h t  t o  p r e p a y  i n s t a l l m e n t s  o f  p r i n c i p a l  t h a t  t h e  b u y e r  
m a y  a p p l y  a g a i n s t  f u t u r e  i n s t a l l m e n t s .  H o w e v e r ,  t h e  u s u a l  a g r e e m e n t  
l i m i t s  t h e  n u m b e r  o f  f u t u r e  i n s t a l l m e n t s  t h a t  m a y  b e  p a i d  a t  a n y o n e  
t i m e  a n d  r e q u i r e s  t h a t  t h e s e  p a y m e n t s  b e  i n  m u l t i p l e s  o f  t h e  r e g u l a r  
p a y m e n t .  T h e  p r o v i s i o n  s h o u l d  a l s o  s t a t e  w h e t h e r  t h e  i n s t a l l m e n t  i s  t o  
b e  p a i d  w i t h  i n t e r e s t ,  a n d  i f  s o ,  t h e  a m o u n t  o f  i n t e r e s t .  
T h e  s e l l e r  n e e d s  a  r e s t r i c t i o n  o n  p r e p a y m e n t s  i n  t h e  f i r s t  y e a r  t o  
p r o t e c t  h i s  r i g h t  t o  b e  t a x e d  o n  a n  i n s t a l l m e n t  b a s i s .  M o s t  s e l l e r s  w i l l  
h a v e  t a x  s a v i n g s  i f  t h e  a m o u n t  r e c e i v e d  i n  t h e  y e a r  o f  s a l e  d o e s  n o t  
e x c e e d  3 0  p e r c e n t  o f  t h e  t o t a l  p u r c h a s e  p r i c e .  F o r  t h i s  r e a s o n ,  t h e  
b u y e r  s h o u l d  n o t  b e  a l l o w e d  t o  m a k e  p r e p a y m e n t s  i n  t h a t  y e a r  t h a t  
w i l l  b r i n g  t h e  a m o u n t  p a i d  o n  p r i n c i p a l  a b o v e  3 0  p e r c e n t .  
G r a c e  p e r i o d  
T h e  u s u a l  p e r i o d  o f  g r a c e  i n  w h i c h  t o  m a k e  o v e r d u e  p a y m e n t s  i s  
3 0  t o  6 0  d a y s .  I t  i s  s u g g e s t e d  t h a t  t h i s  p e r i o d  m i g h t  b e  i n c r e a s e d  a s  
t h e  p u r c h a s e r ' s  e q u i t y  i n c r e a s e s .  F o r  e x a m p l e ,  a  6 0 - d a y  g r a c e  p e r i o d  
m i g h t  b e  a l l o w e d  t h e  b u y e r  u n t i l  2 0  p e r c e n t  o f  t h e  t o t a l  p u r c h a s e  p r i c e  
h a s  b e e n  p a i d ,  a  9 0 - d a y  g r a c e  p e r i o d  b e t w e e n  2 0  p e r c e n t  a n d  4 0  p e r ­
c e n t ,  1 2 0  d a y s  b e t w e e n  4 0  p e r c e n t  a n d  6 0  p e r c e n t ,  a n d  s o  o n .  
A  l o n g  g r a c e  p e r i o d  w i l l ,  o f  c o u r s e ,  d e l a y  t h e  s e l l e r ' s  r i g h t  t o  d e ­
c l a r e  a  f o r f e i t u r e .  I n  a d d i t i o n ,  t h e  s e l l e r  m a y  b e  d e p e n d e n t  o n  t h e  
p a y m e n t s  a s  a n n u i t y  i n c o m e  t o  m e e t  l i v i n g  e x p e n s e s .  I t  s e e m s  f a i r ,  
h o w e v e r ,  t o  a l l o w  t h e  b u y e r  a d d i t i o n a l  t i m e  t o  m e e t  p a y m e n t s  a s  h i s  
e q u i t y  o f  o w n e r s h i p  i n c r e a s e s .  
M o r t g a g e  p r o v i s i o n  
M a n y  c o n t r a c t s  p r o v i d e  t h a t  u p o n  p a y m e n t  o f  a  c e r t a i n  p o r t i o n  o f  
t h e  p u r c h a s e  p r i c e ,  t h e  b u y e r  i s  e n t i t l e d  t o  r e c e i v e  a  d e e d  i f  h e ,  i n  t u r n ,  
e x e c u t e s  a  m o r t g a g e  t o  t h e  s e l l e r .  T h i s  p r o v i s i o n  e n t i t l e s  t h e  b u y e r  t o  
f u l l e r  p r o t e c t i o n  u p o n  d e f a u l t .  S u c h  c l a u s e s  o f t e n  s t a t e  t h a t  u p o n  
p a y m e n t  o f  5 0  p e r c e n t  o f  t h e  t o t a l  p r i c e ,  a  d e e d  a n d  m o r t g a g e  s h a l l  
b e  e x e c u t e d .  
A r b i t r a t i o n  c l a u s e  
A n  a g r e e m e n t  t o  a r b i t r a t e  f u t u r e  d i s p u t e s  i s  e n f o r c e a b l e  i n  I l l i n o i s  
e v e n  i f  o n e  p a r t y  d e c l i n e s  t o  u s e  a r b i t r a t i o n .  A n  a r b i t r a t i o n  c l a u s e  
i s  v a l u a b l e  b e c a u s e  b o t h  p a r t i e s  a r e  u s u a l l y  a n x i o u s  t o  a  v o i d  t h e  c o s t s  
a n d  c o n s u m p t i o n  o f  t i m e  i n c i d e n t  t o  l i t i g a t i o n .  T h e  d e c i s i o n  o f  t h e  
a r b i t r a t o r s  i s  b i n d i n g  u n d e r  I l l i n o i s  1 a \ \ ' .  
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Federal Taxes 
Income tax considerations 
If the seller receives less than 30 percent of the total sale price in 
the year of sale, he may qualify for certain tax advantages. He may 
prorate his profit over the life of the contract. For example, if the 
total contract price is $80,000, the original cost of the farm to the seller 
was $20,000, and the contract calls for a down payment of $24,000, 
the computation is as follows: 
$60,000 (total profit) 
X $24,000 (down payment) = $18,000$80,000 (contract price) (profit reported in first year) 
The remaining $6,000 of the down payment represents a return 
of capital on which there is no tax. 
If the land were held for more than six months, the gain would be 
long-term capital gain, and only half of the $18,000 - or $9,000­
would be subject to tax. 
Payment in the year of sale does not include notes or other evidences 
of the purchaser's indebtedness, nor does it include amounts paid as 
interest on the debt. 
If more than 30 percent of the sales price is received in the year 
of sale, the seller is usually taxed as if he had received the entire pro­
ceeds in the year of sale. 
As noted earlier, the use of a revisable-pa'yment plan or a product­
pajlment plan imparts flexibility to the installment land contract. How­
ever, the use of either plan involves the following problems for the 
seller in reporting income over the life of the contract. 
1. Although less than 30 percent of the total sales price may 
originally have been paid in the year of sale, a subsequent slump in 
land values and a revision of installments in accordance with this slump, 
might have the ultimate effect of showing payment of more than 30 
percent in the year of sale. One way to prevent this contingency is to 
provide that the total purchase price not be less than a certain stated 
amount. 
2. The use of these options would make it difficult to determine 
what percentage of each portion of the purchase price received is a 
nontaxable return of capital. A possible solution is to pay no tax on 
payments until the entire cost is returned. However, proceeds over and 
above cost are then fully taxable. It is suggested that an attorney be 
consulted before using this method. 
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Interest 
Since July 1, 1963, installment contracts for sales in excess of$3,000 must provide for an interest rate of at least 4 percent to avoid
reporting "imputed" interest at a rate higb cr tban 4 percent. Any "im­
puted" interest is ordinary income to tbe seller and a deduction for tbe
buyer. 
Estate- and gift-tax considerations 
A flat $60,000 exemption is allowed for the estate of a deceased
person. Included in "gross estate" is the value, at time of death, of
all property, both real and personal. This includes the contract interest
of tbe seller, which passes as personal property.
A land contract is sometimes used to reduce the seller's estate. Each
taxpayer is allowed a $30,000 lifetime exemption plus an exemption of$3,000 for each recipient of a gift. By giving installment payments to
beirs, the seller can reduce his estate by the amount of the gift.
The seller may solve the estate-tax problem by giving the entire
contract to an heir or heirs, but income-tax problems may tben arise.
The tax code provides that if an installment obligation is disposed of
by gift, income tax is still due on any gain or loss. This rule would
apply even if a gift were made of the entire installment contract. In
this situation, the donor's income tax is computed just as if the install­
ments disposed of had been paid when due. However, capital-gain
treatment is allowed. 
If the seller dies, his estate, or the person who inherits the contract,
reports the income from collections in the same manner as the decedent
would have been required to report it. 
Practical Aspects of Using Installment Land Contracts 
Written contract required 
Although all the terms and conditions of the agreement between
the parties will undoubtedly be reduced to writing in tbe well-thought­
out transaction, the law requires a writing for tbe agreement to be
enforceable. All oral agreements made prior to the execution are not
enforceable unless they have been written into the contract. However,
oral agreements made after the execution of the contract are valid and
enforceable. For example, when the seller agrees with the buyer to
accept payment on a later date than that called for in the contract, he
cannot then treat the buyer as in default when following payments are
not made on the date stated in the written contract.
It is a common practice to use printed form contracts for the agree­
ment. Although such form agreements may be suitable in some cases, 
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they are not completely suitable in all situations, and it is strongly 
urged that a special contract be drafted that contains a clear and con­
cise statement of the actual agreement. 
Representation by counsel 
Each party will want to consult an attorney for the purpose of 
drafting the contract. The attorney will make sure that the best inter­
ests of his client are protected by appropriate provisions in the contract. 
It is best for each party to be represented by his own attorney in the 
negotiation of the contract. 
Often, however, one attorney represents both parties in the negotia­
tion and drafting of the contract. This practice is acceptable if the 
attorney makes it clear to the parties that he is representing confEcting 
interests. 
Escrow provisions 
As a general rule, no installment-land-contract transaction should 
be attempted without the aid of an escrow agent. A neutral third party 
such as a bank or trust company usually serves as the agent, holding 
the documents for the parties while the contract is being performed. 
The following illustration shows how an escrow provision helps to 
simplify such a transaction and how it protects the rights of the parties. 
Assume that the seller has contracted to sell his farm to the buyer 
for $55,000 - $5,000 down and $2,500 per year for 20 years. The 
parties have further agreed that after $25,000 of the purchase price 
has been paid (at the end of the eighth year), the seller is to give the 
buyer a warranty deed and the buyer is to give the seller a mort­
gage to secure the balance due. The contract contains a clause allow­
ing the seller to declare the buyer's rights forfeited if the buyer 
defaults in payment before receiving the deed. 
The escrow provision for the above transaction would provide that 
on the date of the contract the seller should deposit with the escrow 
agent his properly executed warranty deed to the farm. The buyer, on 
the other hand, would be required to deposit his properly executed note 
and mortgage to the seller. An executed copy of the contract would 
also be presented to the escrow agent. I f the contract is to be recorded 
by the buyer, a quit-claim deed from the buyer should be placed in 
escrow so that the seller will have a clear title in the event of a 
forfeiture. 
During the term of the contract, the buyer will make his annual 
payments to the escrow agent, who will dispose of them as directed by 
the seller. After eight annual payments have been made, the escrow 
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a g e n t  w i l l  d e l i v e r  t h e  s e l l e r ' s  w a r r a n t y  d e e d  t o  t h e  b u y e r  a n d  t h e  b u y e r ' s  
m o r t g a g e  t o  t h e  s e l l e r .  I f  t h e  b u y e r  s h o u l d  d e f a u l t  d u r i n g  t h e  8 - y e a r  
p e r i o d ,  t h e  e s c r o w  a g e n t  w i l l  d e l i v e r  t h e  q u i t - c l a i m  d e e d  t o  t h e  s e l l e r .  
T h u s ,  w h e n  t h e  c o n t r a c t  c o n t a i n s  a n  e s c r o w  p r o v i s i o n ,  e a c h  p a r t y  
i s  a s s u r e d  t h a t  h e  w i l l  r e c e i v e  t h e  d o c u m e n t  t o  w h i c h  h e  i s  e n t i t l e d  a t  
t h e  p r o p e r  t i m e .  T h e  b u y e r  k n o w s  t h a t  h e  w i l l  r e c e i v e  h i s  d e e d  a t  t h e  
p r o p e r  t i m e  i f  h e  c o n t i n u e s  t o  m a k e  h i s  p a y m e n t s ,  e v e n  i f  t h e  s e l l e r  
s h o u l d  d i e  d u r i n g  t h e  8 - y e a r  p e r i o d .  T h e  s e l l e r ,  o n  t h e  o t h e r  h a n d ,  
k n o w s  t h a t  h e  w i l l  g e t  t h e  m o r t g a g e  t o  w h i c h  h e  i s  e n t i t l e d  a t  t h e  s a m e  
t i m e  t h a t  t h e  b u y e r  r e c e i v e s  t h e  d e e d .  I f  t h e  s e l l e r  s h o u l d  m a r r y  d u r ­
i n g  t h e  8 - y e a r  p e r i o d ,  h i s  w i f e  w o u l d  h a v e  n o  d o w e r  r i g h t s  i n  t h e  f a r m ,  
s i n c e  t h e  s e l l e r  h a d  e x e c u t e d  t h e  d e e d  b e f o r e  h i s  m a r r i a g e .  
T h i s  e s c r o w  a g r e e m e n t  s h o u l d  b e  i n c o r p o r a t e d  i n t o  t h e  c o n t r a c t ,  a n d  
t h r e e  c o p i e s  m a d e  o f  t h e  c o n t r a c t  - o n e  f o r  t h e  b u y e r ,  o n e  f o r  t h e  
s e l l e r ,  a n d  o n e  f o r  t h e  e s c r o w  a g e n t .  
M e r c h a n t a b i l i t y  o f  t i t l e  
O f t e n  t h e  s e l l e r  m e r e l y  a g r e e s  t o  f u r n i s h  a  m e r c h a n t a b l e  a b s t r a c t  o f  
t i t l e  s o m e t i m e  b e f o r e  f i n a l  p a y m e n t  b y  t h e  b u y e r .  F o r  g r e a t e r  p r o t e c ­
t i o n  t o  t h e  b u y e r  w h o  i s  m a k i n g  a  s u b s t a n t i a l  i n v e s t m e n t  o f  t i m e  a n d  
m o n e y ,  i t  i s  s u g g e s t e d  t h a t  t h e  s e l l e r ' s  a b s t r a c t  o f  t i t l e  b e  b r o u g h t  u p  
t o  d a t e  a n d  s u b m i t t e d  f o r  e x a m i n a t i o n  a n d  a p p r o v a l  b y  t h e  b u y e r ' s  
a t t o r n e y  b e f o r e  t h e  d o w n  p a y m e n t  i s  r e l e a s e d  t o  t h e  s e l l e r .  I n  l i e u  o f  
a n  a b s t r a c t ,  a  t i t l e - g u a r a n t e e  p o l i c y  m a y  b e  u s e d .  
T i m e  a n d  p l a c e  o f  p a y m e n t  
T h e  t i m e  a n d  p l a c e  o f  p a y m e n t  s h o u l d  b e  s e t  f o r t h  i n  t h e  c o n t r a c t .  
I t  i s  r e c o m m e n d e d  t h a t  t h e  p a y m e n t s  b e  m a d e  t o  a n  e s c r o w  a g e n t .  T h e  
a g e n t  c a n  t h e n  d e t e r m i n e  w h e n  t h e  d u t y  t o  d e l i v e r  t h e  d e e d  o r  o t h e r  
d o c u m e n t  a r i s e s .  
I n t e r e s t  p r o v i s i o n s  
T h e  a n n u a l  i n s t a l l m e n t s  o f  p r i n c i p a l  a n d  a n n u a l  i n t e r e s t  o n  t h e  
u n p a i d  b a l a n c e  c a n  b e  t r e a t e d  a s  t w o  s e p a r a t e  i t e m s  i n  t h e  c o n t r a c t  o r  a s  
o n e  p a y m e n t  o n  a n  a m o r t i z e d  b a s i s .  
I n  a d d i t i o n  t o  i n t e r e s t  o n  t h e  u n p a i d  b a l a n c e ,  p r o v i s i o n s  f o r  i n t e r e s t  
o n  d e l i n q u e n t  i n s t a l l m e n t s  a n d  o n  e x p e n d i t u r e s  m a d e  b y  t h e  s e l l e r  f o r  
t h e  b u y e r ,  s u c h  a s  i n s u r a n c e  p r e m i u m s ,  t a x e s ,  a n d  r e p a i r  b i l l s ,  m a y  b e  
i n c l u d e d .  T h e  s e l l e r  m a y  d e s i r e  t h a t  t h e  i n t e r e s t  r a t e s  o n  d e l i n q u e n t  
i n s t a l l m e n t s  a n d  e x p e n d i t u r e s  b e  h i g h e r  t h a n  t h e  i n t e r e s t  o n  t h e  u n ­
p a i d  b a l a n c e .  S e e  p a g e  1 6  f o r  t h e  I n t e r n a l  R e v e n u e  C o d e  i n t e r e s t  
r e q u i r e m e n t .  
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Signatures 
When the contract is in final form, it should be signed by all 
parties. Although the wife of a seller cannot be compelled to sign the 
contract, it is desirable that she do so, especially if no deed is placed 
in escrow at that time. The same rule applies to the husband when the 
wife is the seller. 
If the buyer and his wife are to take title as joint tenants or as 
tenants in common, then the buyer's wife should also sign the contract. 
Unless the contract is to be recorded, it is not necessary for it to be 
witnessed or signed before a notary public. 
Recording 
Many installment land contracts are recorded, although it is not 
legally necessary to do so. When the buyer does not take immediate 
possession, recording serves a useful purpose by protecting him from 
third parties that could take good title against his interest. 
Conclusions 
Installment land contracts have worked out very well in a period 
of rising land values and fairly high farm income. They may not work 
out so well if there should be a long term of low farm income and 
decreasing land values. 
Safety for the buyer is increased by a substantial down payment, 
by a long-term contract to keep installments in line with earning capac­
ity and a satisfactory standard of living, and by incorporating into 
the contract many of the provisions described in this circular. A fair 
and complete contract also gives the seller greater assurance that 
installments and interest payments will be made, and prevents disputes 
that might arise in the absence of a detailed contract. 
Appendix 
The following sample contract form should give those about to 
enter into an installment land contract and, possibly, their attorneys 
some ideas about what the contract should contain. It is not meant to 
be an exact model of the contract that the parties will want drafted by 
their attorneys. 
INSTALLMENT LAND CONTRACT 
This agreement is made this ___ day of ______, 19__, 
between the seller, , and the buyer, 
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1 .  D e s c r i p t i o n  o f  p r e m i s e s .  T h e  s e l l e r  a g r e e s  t o  s e l l  a n d  t h e  b u y e r  t o  
L u y  t h e  f o l l o w i n g  d e s c r i b e d  r e a l  e s t a t e  w i t h  a l l  i m p r o v e m e n t s  t h e r e o n :  
( t h e  f u l l  l e g a l  d e s c r i p t i o n  w o u l d  b e  i n s e r t e d  h e r e ) .  
2 .  P r i c e  a n d  t e r m s .  T h e  t o t a l  p u r c h a s e  p r i c e  i s  $  t o  b e  
p a i d  a s  f o l l o w s :  
$  p a i d  c o n c u r r e n t l y  w i t h  t h e  e x e c u t i o n  
o f  t h i s  c o n t r a c t ,  
t h e  r e c e i p t  o f  w h i c h  t h e  s e l l e r  h e r e b y  a c k n o w l e d g e s .  
a n n u a l  i n s t a l l m e n t s  o f  $ _ _ _ _ _ _  
e a c h ,  w h i c h ,  t o ­
g e t h e r  w i t h  a c c r u e d  i n t e r e s t ,  s h a l l  b e  p a i d  o n  t h e  _ _ _ _ _ _  
d a y  o f  
_ _ _ _ _ _ _  o f  e a c h  y e a r /  c o m m e n c i n g  o n  ,  1 9  _ _ ,  
a n d  e n d i n g  ,  1 9  _ _ .
2  
W h e n e v e r  $  o f  t h e  p r i n c i p a l  s u m  h a s  b e e n  p a i d ,  t h e  
w a r r a n t y  d e e d  s h a l l  b e  r e l e a s e d  i n  e x c h a n g e  f o r  a  n o t e  a n d  m o r t g a g e .  
T h e  b a l a n c e  o f  t h e  p u r c h a s e  p r i c e ,  $  ,  i s  t o  b e  p a i d  i n  a c ­
c o r d a n c e  w i t h  t h e  t e r m s  o f  a  n o t e  a n d  m o r t g a g e  a g r e e m e n t  e x e c u t e d  
c o n c u r r e n t l y  w i t h  t h e  e x e c u t i o n  o f  t h i s  c o n t r a c t .
3  
I n t e r e s t  o n  p r i n c i p a l  s h a l l  b e  c o m p u t e d  a t  t h e  r a t e  o f  p e r ­
c e n t  p e r  a n n u m  o n  t h e  u n p a i d  b a l a n c e .  
A l l  p a y m e n t s  c a l l e d  f o r  u n d e r  t h i s  c o n t r a c t  a r e  t o  b e  p a i d  a t  t h e  
B a n k  i n  ,  I l l i n o i s ,  
t o  b e  d e p o s i t e d  t o  t h e  a c c o u n t  o f  t h e  s e l l e r .  
( S e e  f o o t n o t e  4  f o r  o p t i o n a l  p a y m e n t  p r o v i s i o n s . )  
1  C o n t r a c t s  f r e q u e n t l y  p r o v i d e  t h a t  a n n u a l  i n s t a l l m e n t s  b e  b r o k e n  d o w n  i n t o  
t w o  o r  m o r e  p a y m e n t s  d u r i n g  t h e  y e a r .  
2  I f  i t  i s  d e s i r e d  t o  k e e p  p a y m e n t s  a t  t h e  s a m e  l e v e l  t h r o u g h o u t  t h e  c o n t r a c t ,  
t h e  p a r t i e s  m a y  p r o v i d e  f o r  l o w e r  p r i n c i p a l  p a y m e n t s  a t  t h e  b e g i n n i n g ,  t h e  p a y ­
m e n t s  g r a d u a l l y  i n c r e a s i n g  a s  i n t e r e s t  b e c o m e s  l e s s .  A t t o r n e y s  c a n  p r o v i d e  
s c h e d u l e s  t h a t  s h o w  h o w  m u c h  o f  e a c h  p a y m e n t  i s  c r e d i t e d  t o  p r i n c i p a l  a n d  h o w  
m u c h  t o  i n t e r e s t ,  a n d  w i l l  d r a f t  t h e  a p p r o p r i a t e  p r o v i s i o n  i n  l i e u  o f  t h e  o n e  
s h o w n  h e r e .  
3  T h i s  p a r a g r a p h  t o  b e  u s e d  w h e n  t h e  b u y e r  a n t i c i p a t e s  p a y i n g  o f f  t h e  b a l a n c e  
o f  t h e  p u r c h a s e  p r i c e  b y  a  m o r t g a g e  t o  t h e  s e l l e r .  
4  F o r  l o n g - t e r m  c o n t r a c t s ,  t h e  p a r t i e s  m a y  w i s h  t o  p r o v i d e  f o r  o n e  o r  m o r e  
o f  t h e  f o l l o w i n g  o p t i o n a l  p r o v i s i o n s :  
R e o , J i s a b l e  p a y m e n t  p l a n .  T h e  t o t a l  p r i c e  f o r  t h e  p r e m i s e s ,  n o t  t o  e x c e e d  a  
t o t a l  o f  $  ,  s h a l l  v a r y  a s  t h e  a v e r a g e  p r i c e  p e r  a c r e  o f  f a r m  r e a l  
e s t a t e  i n  I l l i n o i s  c h a n g e s ,  i n  a c c o r d a n c e  w i t h  t h e  f o l l o w i n g  r u l e s :  ( h e r e i n  w i l l  
b e  i n s e r t e d  d e t a i l e d  p r o v i s i o n s  f o r  a d j u s t i n g  t h e  a m o u n t  o f  p a y m e n t s  i n  a c c o r d ­
a n c e  w i t h  t h e  f l u c t u a t i o n  i n  l a n d  v a l u e s ) .  
P r o d u c t  p a } ' m e n t  p l a n .  $  o f  t h e  y e a r l y  p a y m e n t s  s h a l l  b e  i n  
c a s h .  T h e  r e m a i n d e r  o f  e a c h  a n d  e v e r y  p a y m e n t  m a y  c o n s i s t  o f  
b u s h e l s  o f  ( c o r n ,  s o y b e a n s ,  w h e a t ,  e t c . ,  o r  a  c o m b i n a t i o n )  o r  
t h e  c a s h  e q u i v a l e n t  o f  t h e  a m o u n t  o f  t h e  p r o d u c t  d u e .  A n y  p a y m e n t  w h e r e i n  
t h e  a b o v e - s p e c i f i e d  o p t i o n  t o  p a y  i n  p r o d u c t s  o r  t h e i r  c a s h  e q u i v a l e n t  i s  e x e r c i s e d ,  
s h a l l  h a v e  t h e  s a m e  f o r c e  a n d  e f f e c t  a s  i f  t h e  c a s h - i n s t a l l m e n t  p a y m e n t  c a l l e d  
f o r  i n  s e c t i o n  2  o f  t h e  c o n t r a c t  h a d  b e e n  p a i d .  
R e v i s a b l e  i n t e 1 ' e s t  1 ' a t e .  T h e  i n t e r e s t  r a t e  s h a l l  r e m a i n  a s  s p e c i f i e d  i n  s e c t i o n  
2  o f  t h i s  c o n t r a c t ,  e x c e p t  f o r  s u c h  c h a n g e s  a s  m a y  b e  m a d e  e f f e c t i v e  b e c a u s e  o f  
s u b s e q u e n t  c h a n g e s  i n  t h e  a v e r a g e  i n t e r e s t  r a t e  o n  f i r s t  m o r t g a g e s  o f  f a r m l a n d  
i n  I l l i n o i s ,  t o  b e  d e t e r m i n e d  a s  f o l l o w s :  ( h e r e i n  w i l l  b e  i n s e r t e d  p r o v i s i o n s  
d e s i g n e d  t o  e f f e c t u a t e  t h e  g o a l s  o f  t h e  p a r t i e s  i n  u s i n g  t h i s  o p t i o n ) .  
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3. Possession of the premises. The buyer is entitled to exclusive pos­
session of the above-described premises during the life of the contract. 
The buyer's right to possession shall terminate in the event of his de­
fault in any of the terms of this contract sufficient to entitle the seller to 
consider the contract terminated and to retake possession of the premises. 
The seller shall deliver possession of the said premises to the buyer 
on or before , 19___. 
4. E scrow provisions. The Bank of 
IS appointed escrow agent for the buycr 
and the seller, and the original signed copy of the contract shall be 
deposited with said escrow agent. Concurrently with the execution of 
this contract, the seller shall deliver to the said escrow agent a good and 
sufficient warranty deed of the premises, to be delivered to the buycr 
upon the paymcnt of all installments of principal and intcrest and all 
other debts and charges providcd for under this contract. 
The seller shall furnish an abstract of title, brought down to date, 
on or before , 19___ , showing title in seller, and shall 
allow the buyer a reasonable time to have the abstract examined and to 
notify the seller of any objcctions. If title is found defective, the sell er 
shall have a reasonable time to put same in merchantable condition. l The 
seller shall then deliver to the escrow agent, the abstract of title of said 
premises (or a titlc insurance policy in the amount of the contract price), 
showing merchantable title in fee simple in the seller. 
Thc buyer shall deliver to the cscrow agent a mortgage of the prem­
ises to secure a note in the amount of $ as the balance 
of thc purchase price, said note and mortgage to be delivered to the seller 
upon completion of paymcnt of installments as provided in section 2 
aboyc.2 
Escrow chargcs shall be paid by , 19__. 
5. Righ t to prepayment. At the regular time set for annual paymcnt 
of installments and interest after the first year, the buyer shall be en­
titled to pay future annual installments of principal not to exceed two 
such future installments in any year. 
At the time of payment of a future installment, intercst on such in­
stallment shall also be paid at pcrcent.3 
The buyer shall not be deemed to have defaulted in any payments of 
installments as long as the total of all such payments, including prepay­
ments, made at the time a default is alleged is equal to the number of 
payments that have fallen due up through the time of the alleged default. 
1 In some cases a title insurance policy will be used in lieu of an abstract. 
2 This paragraph to be inserted in the contract only when the balance of 
the purchase price is paid in accordance with the terms of note and mortgage. 
3 Optional paragraph. Prepayments may increase the income tax of the 
seller and he may have some expense in reinvesting such proceeds. Therefore, 
it seems fair that the buyer pay some interest on prepayments, although it may 
be smaller tlnn the regular interest rate. 
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6 .  G r a c e  p e r i o d s .  I f  t h e  b u y e r  i s  i n  d e f a u l t  a s  t o  a n y  p o r t i o n  o f  a n  
i n s t a l l m e n t  d u e  a n d  p a y a b l e ,  o r  a n y  p o r t i o n  o f  t h e  a c c r u e d  i n t e r e s t  d u e  
a n d  p a y a b l e ,  h e  s h a l l  b e  a l l o w e d  a  g r a c e  p e r i o d  t o  m a k e  p a y m e n t  s t a r t ­
i n g  w i t h  t h e  f i r s t  d a y  a f t e r  s u c h  d e f a u l t ,  a c c o r d i n g  t o  t h e  f o l l o w i n g  
s c h e d u l e :  
I f  t h e  b u y e r  h a s  p a i d  l e s s  t h a n  2 0  p e r c e n t  o f  t h e  p u r c l l a s e  p r i c e  p l u s  
a c c r u e d  i n t e r e s t ,  t h e r e  s h a l l  b e  6 0  d a y s '  g r a c e .  
I f  t h e  b u y e r  h a s  p a i d  2 0  t o  4 0  p e r c e n t  o f  t h e  p u r c h a s e  p r i c e  p l u s  
a c c r u e d  i n t e r e s t ,  t h e r e  s h a l l  b e  9 0  d a y s '  g r a c e .  
I f  t h e  b u y e r  h a s  p a i d  o v e r  4 0  p e r c e n t  o f  t h e  p u r c l l a s c  p r i c e  p l u s  
a c c r u e d  i n t e r e s t ,  t h e r e  s h a l l  b e  1 2 0  d a y s '  g r a c e .  
O v e r d u e  i n s t a l l m e n t s  o f  p r i n c i p a l  a n d  a c c r u e d  i n t e r e s t  s h a l l  b e a r  
i n t e r e s t  a t  t h e  r a t e  o f  7  p e r c e n t  p e r  a n n u m .  T o  p r e v e n t  d e f a u l t ,  i t  s h a l l  
b e  n e c e s s a r y  t o  p a y  w i t h i n  t h e  a p p l i c a b l e  g r a c e  p e r i o d  t h e  a c c r u e d  
i n t e r e s t  a n d  o v e r d u e  i n s t a l l m e n t s  o f  p r i n c i p a l  a n d  r e g u l a r  a c c r u e d  
i n t e r e s t .  
I m m e d i a t e l y  u p o n  t h e  e x p i r a t i o n  o f  t h e  a p p l i c a b l e  g r a c e  p e r i o d ,  i f  
t h e  b u y e r  h a s  n o t  m a d e  f u l l  a n d  c o m p l e t e  p a y m e n t  o f  a l l  i n s t a l l m e n t s  o f  
p r i n c i p a l  a n d  i n t e r e s t  t h e n  o w i n g ,  t h e  b u y e r  s h a l l ,  a t  t h e  o p t i o n  o f  t h e  
s e l l e r ,  f o r f e i t  a l l  h i s  r i g h t  a n d  i n t e r e s t  i n  t h e  p r e m i s e s  a n d  t h e  s e l l e r  
s h a l l  h a v e  t h e  i m m e d i a t e  r i g h t  t o  r e - e n t e r  a n d  t a k e  p o s s e s s i o n  o f  s a i d  
p r e m i s e s .  
7 .  R i g h t  t o  a s s i g n  a n d  t o  m o r t g a g e .  I n  t h e  e v e n t  t h e  b u y e r  w i s h e s  t o  
s e l l  o r  a s s i g n  h i s  i n t e r e s t  d u r i n g  t h e  l i f e  o f  t h i s  c o n t r a c t ,  t h e  s e l l e r  s h a l l  
h a v e  t h e  f i r s t  o p t i o n  t o  r e p u r c h a s e  t h e  a b o v e - d e s c r i b e d  p r e m i s e s  f r o m  
t h e  b u y e r  a t  t h e  c o n t r a c t  p r i c e  p l u s  t h e  a p p r a i s e d  m a r k e t  v a l u e  o f  i m ­
p r o v e m e n t s  m a d e  w i t h  t h e  c o n s e n t  o f  t h e  s e l 1 e r .
1  
F u r t h e r m o r e ,  d u r i n g  t h e  l i f e  o f  t h i s  c o n t r a c t ,  t h e  b u y e r  s h a l l ,  b e f o r e  
m o r t g a g i n g  h i s  i n t e r e s t ,  s e c u r e  t h e  w r i t t e n  c o n s e n t  o f  t h e  s e l l e r .
2  
8 .  T a x e s  a n d  a s s e s s m e n t s .  R e a l  p r o p e r t y  t a x e s  f o r  t h e  y e a r  1 9 _ _  
s h a l l  b e  p a i d  b y  t h e  .  A l l  o t h e r  t a x e s  a n d  a s s e s s m e n t s  
l e v i e d  o n  t h e  p r e m i s e s  s u b s e q u e n t  t o  t h e  d a t e  o f  e x e c u t i o n  o f  t h i s  c o n ­
t r a c t ,  a n d  a n y  u n p a i d  i n s t a l l m e n t s  o f  s p e c i a l  t a x e s  o r  a s s e s s m e n t s  n o t  
y e t  d u e  f o r  i m p r o v e m e n t s  c o m p l e t e d  a t  t h e  d a t e  o f  t h i s  c o n t r a c t ,  s h a l l  
b e  p a i d  b y  t h e  b u y e r .  
9 .  I n s u r a n c e .  T h e  b u y e r  a g r e e s  t o  p a y  t o  t h e  s e l l e r  t h e  u n e a r n e d  
p o r t i o n  o f  p r e p a i d  p r e m i u m s  o n  i n s u r a n c e  n o w  i n  f o r c e  o n  i m p r o v e m e n t s  
o n  s a i d  p r e m i s e s  w i t h  p o s s e s s i o n  d a t e .  
1  T h i s  c l a u s e  i s  f r e q u e n t l y  d e s i r e d  i n  f a m i l y  t r a n s a c t i o n s  w h e n  t h e  p a r e n t s  
w a n t  p r o t e c t i o n  a g a i n s t  t h e  s o n  o r  d a u g h t e r ,  o r  t h e i r  h e i r s ,  t r a n s f e r r i n g  t h e  
f a r m  o u t  o f  t h e  f a m i l y .  
2  I f  n o  o p t i o n  t o  r e p u r c h a s e  i s  u s e d ,  w r i t t e n  c o n s e n t  t o  s e l l  o r  a s s i g n  i s  
u s u a l l y  r e q u i r e d .  
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It shall be the duty of the buyer to keep all improvements insured 
by reputable companies during the life of this contract, and such insur­
ance shall be kept sufficient to cover the full insurable value of the im­
proYements. The insurance shall be made payable to both the seller and 
buyer, and the policy shall contain an endorsement to this effect.l 
A copy of each policy shall be placed in escrow with the escrow 
agent or submitted to the seller for his inspection. 
10. Farm management. The buyer agrees to farm said premises In 
accordance with sound farming practices and to keep the premises In 
good repair at the buyer's expense. 
The buyer agrees that the seller and his authorized representatives 
and agents shall have access to said premises at all reasonable times for 
the purpose of examining the condition of said premises. 
The buyer agrees not to do any suhstantial remodeling work or new 
construction on said premises without the seller's prior written approva1. 2 
11. Mineral deposits. If income is realized as a resu lt of leasing for 
or development of oil, gas, or any valuable mineral deposit while this 
contract is in force, the net return, after deduction of necessary and 
ordinary expenses, shall be paid in equal shares to the seller and the 
buyer for a period of years, or for the length of the pro­
duction period, whichever time is shorter.3 
12. Advancements. If the buyer fails to insure improvements or to 
pay taxes or other charges or assessments as provided above, then the 
seller, may, but is not obligated to, procure such insurance, pay such 
taxes, discharge or purchase any tax lien accruing by virtue thereof, or 
any title or mechanic's lien affecting such real estate that accrued by 
virtue of acts done or permitted to be done by the buyer or by any party 
claiming or holding under the buyer. The buyer shall repay all money 
so paid immediately upon demand together with interest thereon at the 
rate of 7 percent per annum from the time of such payment. 
13. Arbitration. If any disp ute, difference, or question shall at any 
time hereafter arise between the parties under this contract, or their 
respective representatives, heirs, administrators, executors, or assigns, 
concerning anything contained herein or as to the rights, liabilities, or 
duties of the said parties hereunder, tIle same shall he referred to three 
arbitrators chosen as follo\\-s: 
1 The parties can provide that insurance l)rOcee<is for loss of improvements 
may, at the option of the buyer, be applied to the purchase price. Consider 
carefully, however, the effect of such a clause on federal income taxes payable by 
the seller. If the loss occurred during the year of sale and the proceeds are 
applied to the purchase price, the 30-percent maximum may be exceeded. 
2 The purpose of this provision is to give the seller some protection against 
liens for the value of improvements. 
3 This section may be desired in family transactions. 
1  
2 4  C I R C U L A R  N O  .  8 2 3  
O n e  p e r s o n  i s  t o  b e  c h o s e n  b y  t h e  s e l l e r  a n d  a n o t h e r  c h o s e n  b y  t h e  

b u y e r .  

T h e s e  t w o  p e r s o n s  s h a l l  s e l e c t  a  t h i r d  p e r s o n ,  a n d  t h e  t h r e e  s h a l l  p a s s  

o n  t h e  i s s u e  a t  h a n d .  

T h e  a r b i t r a t o r s  s h a l l  s u b m i t  a  r e p o r t  i n  w r i t i n g  t o  t h e  s e l l e r  a n d  t h e  
b u y e r .  T h e  r e p o r t  s h a l l  b e  g i v e n  w i t h i n  3 0  d a y s  f r o m  t h e  t i m e  t h e  
a r b i t r a t o r s  a r e  c h o s e n ,  a n d  t h e  r e p o r t  s h a l l  b e  b i n d i n g  o n  b o t h  t h e  s e l l e r  
a n d  b u y e r  a n d  o n  t h e i r  h e i r s ,  e x e c u t o r s ,  a d m i n i s t r a t o r s ,  a n d  a s s i g n s .  
T h e  e x p e n s e  o f  a r b i t r a t i o n  s h a l l  b e  b o r n e  e q u a l l y  b y  t h e  p a r t i e s .  
1 4 .  D e f a u l t  a n d  f o r f e i t u r e .  I f  t h e  b u y e r  f a i l s  t o  m a k e  p a y m e n t  o f  a l l  
m o n e y s  s p e c i f i e d  t o  b e  p a i d  b y  h i m  u n d e r  t h i s  c o n t r a c t  a n d  w i t h i n  t h e  
t i m e  f o r  p a y m e n t  a l l o w e d  u n d e r  t h e  c o n t r a c t ,  o r  t o  k e e p  t h e  i m p r o v e ­
m e n t s  o n  s a i d  p r e m i s e s  i n  g o o d  r e p a i r ,  t h i s  a g r e e m e n t  s h a l l ,  a t  t h e  o p t i o n  
o f  t h e  s e l l e r ,  b e  f o r f e i t e d  a n d  d e t e r m i n e d .  T h e  b u y e r  s h a l l  f o r f e i t  a l l  
p a y m e n t s  m a d e  b y  h i m  u n d e r  t h i s  a g r e e m e n t ,  a n d  s u c h  p a y m e n t s  s h a l l  
b e  r e t a i n e d  b y  t h e  s e l l e r  i n  f u l l  s a t i s f a c t i o n  a n d  i n  l i q u i d a t i o n  o f  a l l  
d a m a g e s  s u s t a i n e d  b y  t h e  s e l l e r ,  a n d  t h e  s e l l e r  s h a l l  h a v e  t h e  r i g h t  t o  
r e - e n t e r  a n d  t a k e  p o s s e s s i o n  o f  s a i d  p r e m i s e s .
1  
I t  i s  m u t u a l l y  a g r e e d  t h a t  a l l  a g r e e m e n t s  h e r e i n  c o n t a i n e d  i n  t h i s  
c o n t r a c t  s h a l l  e x t e n d  t o  a n d  b e  b i n d i n g  u p o n  t h e  h e i r s ,  e x e c u t o r s ,  a d ­
m i n i s t r a t o r s ,  a n d  a s s i g n s  o f  t h e  r e s p e c t i v e  p a r t i e s .  
I n  w i t n e s s  w h e r e o f ,  t h i s  l a n d  c o n t r a c t  h a s  b e e n  e x e c u t e d  a n d  d e l i v e r e d  
t h i s  d a y  o f  ,  1 9 _ _ .  
( s e a l )  
S e l l e r  
( s e a l )  
S e l l e r  
( s e a l )  
B u y e r  
( s e a l )  
B u y e r  
T h e  p a r t i e s  c o u l d  p r o v i d e  t h a t  t h e r e  b e  s o m e  r e i m b u r s e m e n t  f o r  i m p r o v e ­
m e n t s  m a d e  b y  t h e  b u y e r  w i t h  c o n s e n t  o f  t h e  s e l l e r .  I n  m o s t  c a s e s ,  h o w e y e r ,  i t  
w o u l d  b e  b e t t e r  t o  a m e n d  t h i s  c o n t r a c t  o r  e n t e r  i n t o  a  s e p a r a t e  c o n t r a c t  f o r  
r e i m b u r s e m e n t  a t  t h e  t i m e  t h e  i m p r o v e m e n t  i s  p l a n n e d .  
R M - i . G O - 7 1  S C )  
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